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Congressional Recipients

In January 1990, we implemented a special audit effort to help ensure
that areas vulnerable to fraud, waste, abuse, and mismanagement are
identified and that appropriate corrective actions are taken. This effort
focuses on 16 high-risk areas, 1 of which is the Department of Transpor-
tation’s (DoT) Urban Mass Transportation Administration’s (UMTA)
grants management oversight.!

This report presents the results of one of several assignments that GAO is
conducting at UMTA. The report examines the compliance with federal
requirements by selected grant recipients in uMTA’s Region I, headquar-
tered in New York City, and the effectiveness of UMTA’s oversight of
Region II grantees. The report is based on our review of UMTA’s oversight
of the Long Island Railroad (LIRR) and of the New York City Transit
Authority (NYCTA), which are two major operating agencies of New
York’s Metropolitan Transportation Authority (Mta). MTA and its oper-
ating agencies account for 62 active grants totaling $6.3 billion, or about
72 percent of Region II's grant funds. The Committees and Members of
Congress who asked to receive the results of our UMTA reviews are listed
at the end of this letter.

UMTA gives grantees primary responsibility for appropriately using fed-
eral mass transit funds. However, the two Region Il grantees we
reviewed in detail did not have adequate systems to ensure compliance
with federal requirements, and, because its oversight was limited, the
region did not effectively detect and correct grantee deficiencies. As a
result of these shortcomings, federal transit funds in Region II are vul-
nerable to fraud, waste, and mismanagement. At NYCTA alone, according
to por’s Office of Inspector General (01G), more than $90 million has been
wasted, misused, or mismanaged since October 1987.

In addition, Region II was slow to detect and correct serious and long-
standing procurement and quality assurance deficiencies in a major LIRR
construction project. By the time the region took sufficient action to
compel LIRR to correct its problems, the project had slipped 5 years and
overruns had more than doubled estimated project costs, Furthermore,

IThe Intermodal Surface Transportation Efficiency Act of 1991, PL 102-240, was signed into law on
December 18, 1921, as this report was being prepared for publication. One title of the act amends the
Urban Mass Transportation Act of 1964 and renames UMTA the Federal Transit Administration.
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Background

overruns had more than doubled estimated project costs. Furthermore,
in 1987, 1990, and 1991 the 01G reported that NYCTA had violated federal
regulations by using UMTA-funded buses exclusively to transport stu-
dents. Region II only recently took action to enforce compliance with the
regulations.

Also, Region II did not comply with UMTA administrative requirements
for closing out grants and reviewing overhead costs at NYCTA. Finally,
the region did not effectively use findings by other organizations, such
as the New York State comptroller’s office, on waste and mismanage-
ment at LIRE and NYCTA. In fact, the region was not aware that some of
the information existed.

The absence of proactive oversight and prompt action by Region II to

compel grantees to correct noncompliance resulted in misspent funds.

Such a laissez-faire approach sends a message to grantees that federal
requirements are not important.

The Urban Mass Transportation Act of 1964, as amended, authorizes
UMTA to provide federal assistance for the development of new mass
transit systems and for the operation, maintenance, and improvement of
existing systems. UMTA assistance is primarily provided for capital
projects and operating expenses through section 3 discretionary and sec-
tion 9 formula grants. UMTA is responsible for overseeing grantees to
ensure that they comply with federal requirements and properly use
federal funds. In its 10 regional offices, UMTA oversees more than 4,600
grants nationwide totaling approximately $35 billion. Region II is
responsible for 25 percent of UMTA's total grant funds—the highest per-
centage for any regional office. Currently, Region II oversees 381 grants
valued at $8.8 billion. These grants have been awarded to 42 transit
authorities, state and local governments, and other entities in Connect-
icut, New Jersey, New York, and the U.S. Virgin Islands. (See app. II for
the number and value of grants by state.)

On the basis of our earlier work at UMTA and of deficiencies reported by
the 01G, the Secretary of Transportation identified UMTA’s grants man-
agement oversight as a material weakness in his Federal Managers’'
Financial Integrity Act reports to the President and the Congress for
fiscal years 1989 and 1990. The Secretary cited UMTA’s growing work-
load and decreasing staff as causes of the oversight problems. According
to DOT, UMTA had a 27-percent reduction in staff over the 9 years ending
in fiscal year 1990. The 1990 report identified an action plan for
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Grantee
Noncompliance and
Questionable Use of
Funds

improving the situation and noted that additional resources would be
needed in fiscal years 1991 and 1992 to correct the weaknesses. UMTA
received authority to expand its use of contractor-provided oversight
and, in fiscal year 1991, received approval to hire 14 additional staff.
UMTA has requested 31 additional staff for fiscal year 1992, Region II
received 4 of UMTA’s 14 new positions in 1991, bringing to 20 the region’s
approved staff size.

Grantees are the first line of defense in detecting and preventing waste
and mismanagement. UMTA requires grantees to certify that they have
adequate management and financial systems to execute UMTA-funded
projects in compliance with federal requirements. We found that LIRR
and NYCTA did not have effective financial, technical, and other manage-
ment systems to ensure compliance with federal requirements and, as a
result, federal funds were misused.? Since January 1988, the New York
State comptroller has identified over $25 million inappropriately spent
by LIRR and NYCTA, and since October 1987, the 016 has found that NYCTA
has wasted, misspent, or mismanaged $90.6 million. (See app. I1I for 016
reports on region II grantees.) The following examples, drawn from our
review of LIRR and NYCTA and our analysis of audit reports by the New
York State comptroller, the New York City comptroller, and the oIG,
illustrate these deficiencies:

Inadequate management of LIRR's capital construction program resulted
in cost overruns—from an estimated $171 million to nearly $400 mil-
lion—and project delays--from 1986 to 1991—to complete the Holban/
Hillside railcar maintenance facility, a major uMTa-funded project
started in 1983. (Additional details are provided later in this report.)
Reports issued by the state comptroller in October 1990 disclosed inade-
quate procurement controls at LIRR that resulted in the questionable use
of over $20 million for, among other things, nonproductive labor and
advance payments to a contractor who defaulted on the contract.

The 01G investigated allegations of kickbacks to a contractor employee
on the LIRR project. The 0IG recovered a ledger from the employee that
recorded $200,000 in kickbacks. The U.S. Attorney’s Office, Eastern Dis-
trict of New York, offered the employee a plea agreement in exchange
for his cooperation concerning extortion, bribery, and fraud in the con-
struction industry. The employee pleaded guilty to one count of mail

2 The OIG bases its findings on criteria that it believes are clearly prescribed by law. Some OIG find-
ings relate to requirements that UMTA or the transit authorities believe may not be needed or may be
subject to different interpretations.

Page 3 GAO/RCED-92-38 UMTA Region IT Grants Management




B-245557

fraud for $4.650 and was sentenced to 1 year and 1 day in federal
prison.

The 01G reported in 1987 and again in 1990 that, in violation of federal
requirements, NYCTA was using UMTA-funded buses exclusively to trans-
port students. The 1987 report recommended that UMTA withhold over
$22 million and bar future bus grants; the 1990 report recommended
withholding $66 million and barring future bus grants. In March 1991,
the 016 determined that NYCTA still did not comply. UMTA did not take
enforcement action until April 1991, when it suspended funding. (Addi-
tional details are provided later in this report.)

In April 1988, the 01G reported that NYCTA had billed umTa $922,000 for
ineligible design, construction, and other costs. The 0IG recommended
that UMTA recover the improperly used funds and refrain from funding
an additional $404,000 in ineligible work. As an alternative corrective
action, UMTA allowed NYCTA to substitute other eligible project costs in
place of the ineligible costs.

A May 1988 01G report found that NYCTA had billed uMTA $867,258 for
ineligible costs caused by, among other things, design errors and inade-
quate material testing. The 01G recommended that UMTA recover these
costs and not fund $137,466 in additional ineligible project costs. NYCTA
did not reimburse these costs; rather, UMTA allowed NYCTA to substitute
other eligible costs.

In addition, the state comptroller disclosed weaknesses in contracting,
procurement, maintenance, and financial management practices at LIRR
and NYCTA, and the city comptroller cited LIRR and NYCTA for manage-
ment deficiencies and inadequate controls. For example, the city found
that, as a result of poor planning, disorganization, and mismanagement,
NYCTA’s $277-million station modernization program was far behind
schedule and millions of dollars over budget. Furthermore, MTA’s Office
of the Inspector General and LIRR's and NYCTA's internal audit depart-
ments issued more than 600 reports between 1987 and 1990 identifying
deficiencies, such as overpayments, inadequate inventory and property
security controls, and other management weaknesses.
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UMTA has various monitoring tools to oversee grantee activities,
including triennial reviews, quarterly reports, progress meetings/site
visits, independent annual audits, and project management oversight
(PMO) by contractors.3 UMTA also has a number of enforcement authori-
ties, ranging from sending notice letters to withholding funds, to compel
compliance and seek reimbursement for misspent funds.

According to DOT, terminating payment is one of the most extreme tools
and is appropriate only in the most intransigent cases. In a September
1991 letter, DOT noted that federalism requirements established by Exec-
utive Qrder 12612 support placing maximum reliance on grant recipi-
ents with minimal intrusion by por. Nevertheless, DOT believes that some
direct involvement by UMTA in grantee oversight is critical to ensure
compliance with applicable federal requirements. However, our review
of Region II's oversight of LIRR and NYCTA showed that uMTA did not
effectively detect and correct problems identified by the 0IG, the state
comptroller, and others. As a result of Region II's inadequate oversight,
federal transit grants to the region are vulnerable to fraud, waste,
abuse, and mismanagement.

Longstanding Problems
Identified at LIRR

Region II was first alerted to significant problems with LIRR’S manage-
ment of the Holban/Hillside construction project when it started using a
PMO in 1987. The pM0o warned UMTA about management deficiencies and
unjustifiable budget increases. In commenting on a draft of this report,
DOT cited numerous memoranda, other correspondence, and meetings
between February 1987 and February 1989 that the agency hoped
would address the problems at LIRR. However, these actions did not
compel LIRR to correct the deficiencies. Finally, in March 1989, UMTA sus-
pended new capital funding to LIRR and required, among other things,
changes in LIRR’s procurement, files management, and quality assurance
systems before UMTA would resume capital funding. According to Region
I officials, the suspension was lifted in May 1991 after the pmo found
that LIRR was technically capable of carrying out uMTA-funded projects.

Region II Did Not Require
NYCTA to Correct

Noncompliance

The 0iG reported to Region II in October 1987 and again in October 1990
that NYCTA was violating UMTA regulations by using umTa-funded buses
exclusively to transport students. However, correspondence between
NYCTA and Region 11 indicated that NYCTA was aware of this violation as

3 UMTA has PMO contracts with 12 engineering firms to provide on-site, technical oversight at
selected large construction projects nationwide.

Page 5 GAO/RCED-92-38 UMTA Region II Grants Management



B-245557

Region II Does Not
Routinely Use State
and Local Audit
Findings in Its
Oversight

early as March 1986. The 1990 01G report recommended that UMTA with-
hold $66 million in grant funds and bar future bus grants until uMmTA had
confirmed NYCTA's compliance with UMTA regulations.

Region II officials told us that they had been reluctant to take enforce-
ment action because the region had received assurances from NYCTA
after each report that the violations would be corrected. However,
Region II did not determine whether NYCTA had complied.

In March 1991 the 01G again found that, despite its assurances to UMTA,
NYCTA was continuing to use federally funded buses exclusively for
transporting students. The 016 reported this longstanding noncompliance
in its March 1991 semiannual report to the Congress. UMTA suspended
bus grant funding to NYcTa on April 26, 1991, more than 3 years after
the 01G first disclosed the problem.

The New York State comptroller, the New York City comptroller, MTA’s
Office of the Inspector General, and grantees’ internal audit depart-
ments share a common interest with Region II in ensuring that transit
agencies receiving federal, state, and local moneys comply with appli-
cable laws and properly spend funds. Although these entities have
issued numerous reports on Region II grantees, the region did not rou-
tinely receive copies of all relevant audit reports and, consequently, did
not use them to enhance regional oversight or identify grantee manage-
ment deficiencies or misspent funds. (See app. IV for further informa-
tion about these organizations’ activities.)

For example, a 1990 New York State comptroller’s office report dis-
closed significant weaknesses in LIRR’s controls over change orders for
construction work on the Holban/Hillside maintenance facility. Under
MTA’s procurement guidelines, LIRR is required to obtain competitive bids
for contracts of $25,000 or more, but the state comptroller’s office found
that LIRR had awarded contractors millions of dollars in construction
work by authorizing change orders instead of obtaining competitive bids
for the additional work. On three UmTA-funded contracts, the comp-
troller’s office questioned the basis for $2.5 million in change orders and
recommended that MTA refer the questionable change orders to appro-
priate state and federal investigative bodies for follow-up. MTA referred
this recornmendation to its own Office of Inspector General.

However, Region II was unaware of the comptroller’s report because the
region did not routinely coordinate with the state comptroller’s office.
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Consequently, Region II did not take action to investigate the questioned
costs. When we began our review, no state or federal investigation of the
$2.5 million in questioned change orders had been initiated. Because of
the large federal investment in the Holban/Hillside facility, we have
referred this issue to our Office of Special Investigations for further
review,

Backlog of Grants
Awaits Closeout

UMTA requires that grants be screened for closeout when they meet cer-
tain criteria—when they have remained open for more than 7 years,
when 100 percent of their funds have been disbursed, or when 95 to 99
percent of their funds have been disbursed and more than 6 months
have elapsed since the last disbursement. As of March 1991, Region II
had 293 inactive and completed grants with uncommitted balances
totaling $122 million. A timely and full reconciliation of a grant is
important because the unspent funds might have been available for
other transit needs.

Some of the region’s open grants date back to NYCTA projects begun in
the 1970s that have been inactive for several years or for which more
than 95 percent of the funds have been disbursed. For example, NYCTA's
1972 grant from UMTA for the Second Avenue subway project has
remained open, even though the project was discontinued in 1975. NYCTA
spent $36 million in UMTA funds on this project, and, as of February
1991, the grant had an undisbursed balance of $7.2 million.

As early as 1983, the 01G reported that Region II was not expeditiously
closing out inactive and completed projects, including the Second
Avenue subway project. In 1984, Region II reviewed the project and dis-
covered that legal claims were pending. uMTA headquarters advised
Region I to “negotiate a fixed period for the availability of these funds,
e.g., one year, in which the grantee must litigate or settle the claim(s).”
Region II extended NYCTA’s grant for 1 year to March 1986 to afford rea-
sonable time to conclude the claims process. UMTA approved another 1-
year extension through March 1987, after which Region II again failed
to close out the grant.

We found no evidence of further oversight of this grant between 1986
and December 1990, when the region received a letter from New York
City requesting UMTA’s approval for a proposed settlement for claims on
this project. The federal share of this settlement, if approved, would be
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Region II Has Not
Reviewed the
Overhead Rate
Charged by NYCTA

Conclusions

about $4.5 million, leaving $2.7 million in federal funds to be deobli-
gated. Region II officials could not explain the apparent lapse in over-
sight between 1986 and 1990 and could not provide a time frame for
closing out the grant. The officials also acknowledged that numerous
other grants require closeout but said that the region did not have
enough staff to eliminate the backlog.

In commenting on a draft of this report, DOT pointed out that since
October 1987 Region II had closed 680 inactive and completed grants.
According to DOT, UMTA had previously identified grant closeouts as a
priority and will continue to give this issue maximum attention consis-
tent with available staff resources and other priorities.

UMTA requires grantees to develop and submit for umMTA’s approval plans
for allocating overhead costs to their grants as a percentage of direct
project costs.* Grantees must update the plans annually and obtain
UMTA’s approval of annual increases of 10 percent or more. Since 1984
UMTA has not reviewed and approved overhead cost allocation plans for
NYCTA, although annual increases exceeded 10 percent several times
during that period. A Region II official acknowledged this deficiency,
agreed that financial oversight of grantee overhead costs is important,
and said that the region would address this problem. As recent findings
of abuses in the billing of overhead costs to federal research grants have
shown, adequate oversight of overhead cost allocation is essential to
protect the federal government’s interests.?

Region II grantees have primary responsibility for ensuring that the fed-
eral requirements are followed and funds are properly spent; the region
is responsible for overseeing grantees’ activities. Although we did not
review all Region Il grantees’ compliance with federal requirements, our
work at two of the region’s major grant recipients—LIRR and NYCTA—
indicates that uUMTa funds are vulnerable to waste, fraud, and abuse.
Region II's oversight did not effectively detect and correct problems
identified by the 01G, the New York State comptroller’s office, and
others. Region II did not act aggressively to enforce uMTA regulations or

4 Cost allocation plans are required by UMTA Circular 5010.1A, Project Management Guidelines for
Grantees.

® Hearings before the Subcommittee on Oversight and Investigations, House Committee on Energy
and Commerce, in March and May 1991 addressed abuses involving overhead costs charged by uni-
versities to federal research grants. The Defense Contract Audit Agency, Department of Health and
Human Services, and GAQ have also investigated this issue.
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to compel the grantees to take needed corrective actions. As a result,
LIRR and NYCTA remained out of compliance, and longstanding deficien-
cies went uncorrected. In addition, federal funds are at further risk of
mismanagement because the region has not complied with umTa’s admin-
istrative requirements to review grantee overhead costs, close out inac-
tive grants, and deobligate unused funds.

With oversight responsibility for fully 26 percent of UMTA’s active
grants, when serious problems occur, Region II must act quickly and
aggressively to bring grantees into compliance with federal require-
ments. Until the region takes such a proactive oversight stance, funds
will continue to be misspent, and the region will continue to send a mes-
sage to grantees that federal requirements are not important.

Moreover, the region has not made full use of all available resources and
information on grantee performance, including reports by state and local
audit organizations and grantee internal audit departments. Although
such groups regularly report on waste and mismanagement by Region II
grantees, the region does not routinely receive or use their reports. As a
result, the region is missing opportunities to better safeguard federal
transit grants and to reduce the risk of fraud, waste, and abuse of those
funds.

Recommendations

To provide more effective grants management oversight of Region 11
grantees, we recommend that the Administrator, UMTA, direct the Region
I Manager to

act promptly to correct grantee noncompliance with federal require-
ments and withhold funds where appropriate,

establish milestones for closing out inactive and completed grants in
accordance with UMTA guidelines,

review NYCTA overhead cost allocation plans and rates as required by
UMTA rules, and

formalize coordination with state and local audit organizations respon-
sible for Region II grantees so that the region can obtain and use their
reports in its oversight activities.

Agency Comments and
Our Evaluation

DOT noted that UMTA has embarked on an intensive effort to identify and
address areas in its program management and oversight activities that
need to be strengthened. According to DOT, we are recommending proce-
dures that uMmTA already follows or that are consistent with existing
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departmental objectives. However, we did not find that Region II had
followed these procedures.

Specifically, por said that uMTA will continue to act promptly to enforce
federal requirements to ensure that grantees come into compliance as
quickly as possible and, where appropriate, withdraw funding. Our
work disclosed that Region II's efforts at LIRR and NYCTA were neither
appropriate nor timely to compel prompt corrective action. By the time
the region suspended funding on LIRR’s construction project, costs had
more than doubled, and the completion date had slipped by b years.
Also, NYCTA continued to use buses in violation of UMTA requirements
and to the detriment of public ridership for years after the problem was
identified.

poT further said that UMTA will move to close out inactive and completed
grants in accordance with UMTA’s guidelines. However, Region II has a
backlog of nearly 300 completed or inactive grants with uncommitted
balances totaling $122 million that might be available for other transit
needs. We believe that the region needs specific goals and target dates to
address this backlog.

In addition, DOT said that UMTA will request NYCTA to prepare an over-
head cost allocation plan and will subsequently request the 0IG to review
the plan and ensure that it conforms to federal requirements.

Finally, DOT said that UMTA will request the 0IG to ensure that the neces-
sary coordination mechanisms are in place to incorporate the products
of all relevant oversight agencies into the single annual audit process,
which UMTA will use in accordance with its existing oversight activities.
We agree that coordinating audit findings for the single annual audit has
merit. We also believe that Region II should obtain copies of all relevant
reports so that the region can use the details of these audits, including
the names of grantees reviewed, the issues audited, and the audit resolu-
tion, to better focus the region’s own oversight activities. The full text of
DOT’s comments and our responses appear in appendix V.

This report is based on information obtained from officials of UMTA, the
New York State comptroller’s office, and selected grantees and from
reports by the 01G and others. Appendix I details our objectives, scope,
and methodology. We conducted our work from October 1990 to October
1991 in accordance with generally accepted government auditing
standards.
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This is one of a series of reports on UMTA's regional oversight. We also
plan to issue a summary report identifying programwide vulnerabilities
to fraud, waste, abuse, and mismanagement and recommending appro-
priate corrective actions.

We are sending copies of this report to the Acting Secretary of Transpor-
tation; the Administrator, UMTA; the Manager, UMTA Region II; and the
Director, Office of Management and Budget. Copies will be sent to others
upon request. The review was performed under the direction of Kenneth
M. Mead, Director, Transportation Issues, who can be reached at (202)
275-1000. Other major contributors to this report are listed in appendix

) (AT

J. Dexter Peach
Assistant Comptroller General
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List of Recipients

The Honorable John Glenn

Chairman, Coramittee on
Governmental Affairs

United States Senate

The Honorable Donald W. Riegle, Jr.
Chairman, Committee on Banking,

Housing, and Urban Affairs
United States Senate

The Honorable Alan Cranston

Chairman, Subcommittee on
Housing and Urban Affairs

Committee on Banking, Housing,
and Urban Affairs

United States Senate

The Honorable Barbara Boxer
Chair, Government Activities

and Transportation Subcommittee
Committee on Government Operations
House of Representatives

The Honorable Cardiss Collins
House of Representatives
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Appendix I

Objectives, Scope, and Methodology

We undertook our review of the Urban Mass Transportation Adminis-
tration (UMTA) grants management because the Comptroller General
wanted to determine whether mass transit programs were vulnerable to
fraud, waste, and mismanagement such as were found in the Depart-
ment of Housing and Urban Development and in the savings and loan
industry. The objectives of our review were to examine (1) compliance
with federal requirements by selected grant recipients in uMTA Region II
and (2) the effectiveness of UMTA’s oversight of Region II grantees.

To meet these objectives, we reviewed the Urban Mass Transportation
Act of 1964, as amended, as well as UMTA circulars, policy guidance, and
other reports and documents pertaining to grantees’ responsibilities for
complying with federal requirements and to Region II's grants manage-
ment oversight. We judgmentally selected and examined two transit
projects undertaken by the Long Island Railroad (LIRR) and the New
York City Transit Authority (NYCTA) that received nearly $230 million in
federal funding. These projects were selected on the basis of such fac-
tors as the amount of federal funding and the age of the grant.

To address our first objective, we identified instances of grantee non-
compliance, waste, and mismanagement reported by the Department of
Transportation’s Office of the Inspector General (0IG), the New York
State comptroller’s office, the New York City comptroller’s office, the
Metropolitan Transportation Authority’s (MTA) Office of the Inspector
General, and LIRR’s and NYCTA’s internal audit departments. We relied on
the 01G’s certification that the audits were undertaken in conformance
with generally accepted government auditing standards and did not
independently verify the accuracy of the 01G’s findings.

To determine the effectiveness of Region II's oversight of its grantees,
we initially interviewed umta headquarters and Region II officials to
gain an understanding of the organization and to determine the agency’s
policies and procedures for monitoring grantees’ performance and com-
pliance with federal requirements. We then reviewed UMTA’s application
of grant oversight mechanisms at LIRR and NYCTA—two major operating
agencies of MTA. We also evaluated the effectiveness of Region II's over-
sight in addressing the problems cited by the 016 and other audit organi-
zations. UMTA grants are made to MTA, which allocates funds to its
operating agencies, including LIRR and NYCTA. However, specific uMTA
funding data by operating agency were not readily available. MTA and its
operating agencies have 62 active grants totaling $6.3 billion, or about
72 percent of Region II's grant funds.
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Appendix 1
Objectives, Scope, and Methodology

We interviewed NYCTA and M7TA officials and UMTA project managers
responsible for LIRR and NYCTA. We reviewed self-certification letters,
single audit reports, triennial review files, quarterly project progress
reports, and minutes of UMTA progress meetings, We also reviewed
regional correspondence files, quarterly financial status reports, project
management oversight reports, and other pertinent reports and records
concerning these projects.
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Appendix II

UMTA Region II Active Grants by State as of

October 1991

Dollars in millions

Number of Number of
State grants grantees Value of grants
Connecticut? 1 1 % 36,976
New Jersey 93 5 1,894,899,232
New York 267 35 6,854,915,662
Virgin Islands 20 1 6,105,603
Total 381 42 $8,755,957,473

3n 1988 responsibility tor Connecticut grantees was transferred from Region Il to Region |, headquar-
tered in Boston, Massachusetts. Region Il continues to administer but not oversee 128 Connecticut

grants valued at about $519 million.
Source: UMTA's Grants Management information System
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Appendix 111

Office of Inspector General Reports for UMTA
Region II - October 1987 Through October 1991

Grant funds wasted,
misspent, or

Subject mismanaged  Grantee(s)®

Quality of construction and $1,326,000 New York City Transit
work orders Authority, Brooklyn, NY
(R2-UM-8-027)

Work orders on subway 1,004,724 New York City Transit
projects Authority, Brooklyn, NY
{R3-UM-B8-028)

Transit service for students 22,300,000 New York City Transit
(R3-UM-8-029) Authority, Brookiyn, NY

Engineering staff proficiency b New York City Transit
(R3-UM-8-122) Authority, Brookiyn, NY

Commuter bus replacement b New Jersey Transit
(R3-UM-8-142) Corporation, Newark, NJ

Transit service for students 66,000,000 New York City Transit
{R2-UM-1-006) Authority, Brooklyn, NY

Equipment warranty and 12,724 New Jersey Transit
service agreements Corporation, Newark, NJ
(R2-UM-1-019)

Peak vehicle requirements 10,140,412 New Jersey Transit

(R4-UM-0-030)

Corporation, Newark, NJ

Metropolitan Suburban Bus
Authority, Nassau County,
Mineola, NY

Niagara Frontier Transit
Authority, Buffalo, NY

Rochester-Genesee Regional
Transit Authority,
Rochester, NY

Capital District Transit
Authority, Albany, NY

#Not all grantees had wasted, misspent, or mismanaged funds.

PReport addressed procedural issue(s) and did not recommend recovery of funds.
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Selected Audit Organizations That Review
Region II Grantees

The New York State
Comptroller’s Office

The New York City
Comptroller’s Office

The Metropolitan
Transportation
Authority’s Office of
the Inspector General

Internal Audit
Department

This office scrutinizes and reports on how New York State tax dollars
are spent. In addition to periodically examining financial practices and
controls relating to payrolls, purchasing, and cash transactions, the
office evaluates the revenue accountability of the state’s transportation
authorities. After examining the authorities, the office issues reports
containing findings and recommendations for ensuring efficient transit
operations. Agency heads are required by law to report to the governor,
state comptroller, and legislative leaders within 90 days on the actions
they have taken or plan to take to implement the recommendations.

Between 1988 and 1990, the state comptroller’s office issued eight
reports on LIRR and questioned approximately $21 million in expendi-
tures. During this same period, the state comptroller issued nine reports
on NYCTA and questioned about $6.2 million in expenditures. These
reports identified cost overruns, inadequate preventative maintenance
procedures, and other deficiencies at LIRR and NYCTA.

Between 1987 and 1990, this office issued 15 reports on LIRR and NYCTA
that addressed needed financial and management improvements. For
example, the city found that NYcTA’s $227-million station modernization
program was ‘“‘plagued by poor planning, disorganization and misman-
agement.” The city further reported that the program was millions of
dollars over budget and that most projects were far behind schedule.

This office conducts audits and investigations of MTA and its operating
agencies and monitors MTA’s progress in providing safe, reliable, clean,
and affordable public transportation. In addition, the office recommends
ways that MTA can improve the management of its capital program and
reduce fraud, waste, and abuse. Between 1987 and 1990, the office
issued 53 reports on LIRR and NYCTA.

In addition to conducting audits of MTA’s capital program, the inspector
general has reviewed umMTA-funded projects, including NycTa's 63rd
Street tunnel project and subway car overhaul program. A senior offi-
cial told us that the office had also participated in a criminal investiga-
tion of the Holban/Hillside project.

This MTA department conducts audits of MTA and its operating agencies
and monitors each operating agency’s internal audit activities. The
department reviews and coordinates follow-up actions on audit reports
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Region II Grantees

concerning MTA and its operating agencies for the MTA board of directors.
In addition, in 1989 and 1990, the LIRR and NYCTA internal audit depart-
ments issued over 500 reports that identified deficiencies, such as over-
payvments, inventory and property security weaknesses, and other
management control weaknesses.
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Comments From the Department
of Transportation

Note: GAO comments
supplementing those in the
report text appear at the
end of this appendix.

Qe

U.S.Department Assistant Secretary 400 Seventh St.. 5w
Transportation for Administration Washington, D.C. 20590
NOV - T 19¢I

Mr. Kenneth M. Mead

Director, Transportation Issues

Resources, Community, and Economic
Development Division

U.S. General Accounting Office

wWashington, D.C. 20548

Dear Mr. Mead:

Enclosed are two copies of the Department of Transportation’s
comments concerning the U.S. General Accounting Office draft
report entitled "Mass Transit Grants: Funds Misspent by Two
Transit Authorities in UMTA’'s New York Region.”

Thank you for the opportunity to review this report. If

you have any questions concerning our reply, please call
Martin Gertel on 366-5145.

Sincerely,

NI

Jon H. Seymour

Enclosures
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DEPARTMENT QF TRANSPORTATION (DOT) REPLY
TO
GENERAL ACCOUNTING OFFICE (GAQ) DRAFT REPORT
OoN
MASS TRANSIT GRANTS:

"Funds Misspent by Two Transit Authorities

in UMTA's New York Region*
GAO/RCED-92-38

SUMMARY OF GAO FINDINGS AND RECOMMENDATIONS

The GAO report finds that the Urban Mass Transportation
Administration (UMTA) gives grantees primary responsibility for
appropriately using Federal mass transit funds, however, the two
grantees reviewed did not have adeguate systems to ensure
compliance with Federal requirements. GAO found that because of
its limited oversight, UMTA did not effectively detect and
correct deficiencies, and as a result, funds are vulnerable to
fraud, waste and mismanagement. DOT's Office of Inspector
General (OIG) identified more than $90 million in wasted,
misused, or mismanaged funds by the New York City Transit
Authority (NYCTA) between October 1987 and June 1991.

GAO found that Region II did not correct sericus procurement and
quality assurance deficiencies in a major Long Island Railroad
{LIRR) construction project in a timely manner. GAO maintains
that Region II was alerted to the problems in 1987, but did not
take corrective actions until 1989 when it barred new capital
assistance to LIRR. In addition, the region did not verify
corrective actions promised by NYCTA concerning viclations of
UMTA school bus regulations reported by the OIG in 1987, 1990 and

1991, and only recently tock action to enforce compliance with
the regulations.

GAO found that Region II did not comply with UMTA's
administrative requirements for closing out grants and reviewing
overhead costs at NYCTA. Finally, GAO determined that Region II
did not effectively use findings by other organizations, such as
the New York State Comptroller’s Office, on waste and
mismanagement at LIRR and NYCTA.

GAO recommended that the UMTA Administrator improve Region II's
grant management oversight by: (1) acting promptly to correct
grantee noncompliance with Federal requirements and withhold
funds where appropriate; (2) establish milestones for closing out
grants; (3) review NYCTA overhead cost allocation plans and
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See comment 1.

rates; and (4) formalize coordination with state and local audit
organizations responsible for Region II grantees so that the
region can obtain and use their reports in its oversight
activities.

SUMMARY OF THE DEPARTMENT OF TRANSPORTATION POSITION

The Department appreciates GAO’s efforts to help ensure that
Federal mass transportation programs avoid potential fraud,
waste, abuse or mismanagement through effective program
oversight. We share with GAO the objective of ensuring
compliance with Federal requirements and proper use of funds.
UMTA, in conjunction with GAC and OIG efforts, has embarked upon
an intensive effort over the past two years to identify and
address areas of its program management and oversight activities
that need strengthening. The Department has successfully sought
increased statutory, fiscal, and personnel resources to undertake
necessary actions to ensure that Federal requirements are met and
that programs operate efficiently and effectively.

The Department does have a number of concerns with the draft
report. The draft could provide a clearer representation of the
significance of grantee’s control mechanisms and the positive
aspect of audit findings and how they relate to UMTA’'s oversight
role. Contrary to the draft, UMTA was cognizant of and taking
action on both the LIRR project management concerns and the NYCTA
school bus tripper service issue during the timeframes in
question. GAQO also appears to have several inconsistencies and
inaccuracies in its characterization and summation of the dollar
value of OIG audit findings. Finally, we believe it would be
most useful for the GAO to provide information regarding the
current status of UMTA’'s efforts to improve grant management
oversight.

DETAILS OF THE DEPARTMENT OF TRANSPORTATION POSITION

Grantee Controcl Systems

The GAO report finds that the two grantees reviewed did not have
adequate financial, technical, and other management systems to
ensure compliance with Federal requirements. The report presents
as evidence of that finding the results of the grantees’ internal
and external oversight activities in uncovering actual and
potential problems. The New York Metropolitan Transit
Authority’s inspector general and the LIRR and NYCTA internal
audit departments issued more than 600 reports between 1987 and
1990 identifying deficiencies, and the State Comptroller issued
17 reports between 1988 and 1990. GAO reports that State law
requires grantees to report to the Governor, State Comptroller,
and legislative leaders within 50 days on the actions they have
taken or plan to take to implement the recommendations.
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See comment 2.

See comment 3.

See comment 4,

It is the Department’s position that grantee and other external
oversight activities are an integral part of an adequate system
of oversight controls. Where operating effectively, these
oversight activities are expected to identify real and potential
problems before they become unmanageable. Contrary to the
report’s conclusions (draft page 12), the detection of problems
by 0OIG, the New York State Comptroller‘s Office, and others are
key elements of UMTA’s oversight which demonstrate that the
grantee oversight system is generally adequate. Although
significant deficiencies in grantee operations have been
identified through these oversight activities, the oversight
system appear to be generally adequate.

Region II Qversight System Detects Deficiencies

A. UMTA’s Statutory Role

GAD reviewed applicable laws, regulations and executive
orders governing agency activities, and discussed the program
with UMTA headquarters and regional officials. Nevertheless,
GAQ does not take into account UMTA’s adherence to Federalism
requirements established by Executive Order 12612, the Urban
Mass Transportation Assistance Act of 1964 (UMT Act), as
amended, and Governmentwide directives concerning
administration of grants which establish the policy and
administrative framework in which the UMTA program operates.
The report implies that UMTA‘s reliance upon the grantee as
being primarily responsible for appropriately using Federal
mass transit funds is misplaced. The report misapprehends
the grantor agency role in assuming that UMTA is responsible
for “"correcting" procurement and quality assurance
deficiencies identified through oversight activities. It is
the grantee’s responsibility to ensure that Federal funds are
properly utilized and to ensure that adequate local oversight
is provided to identify and correct deficiencies., It is
UMTA's role te provide oversight to ensure that grantee
control mechanisms are in place and working effectively. The
GAQO report findings concerning the results of local oversight
activity support UMTA’s position that existing oversight
systems are generally adequate to identify deficiencies and
generate corrective measures.

The report is factually incorrect concerning UMTA’s detection
of the grantee system deficiencies cited in the report and on
UMTA's actions directed at requiring corrective action by the
grantees. Extensive correspondence between UMTA, LIRR and
NYCTA, as well as the pertinent OIG audit reports, indicate
that UMTA was aware of the problems and had taken appropriate
and timely action.
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See comment 5.

See comment 6.

UMTA Identified Problems at LIRR

As early as 1986, during the conduct of the Triennial Review
of the Metropolitan Transportation Authority (MTA), the
LIRR’s parent organization, UMTA’s Region II staff raised
concerns regarding LIRR’s technical capacity to carry out
UMTA-funded projects. As reflected in the Attachment,
Chronology of UMTA/LIRR Project Management Issues, UMTA
management at various levels engaged in efforts to inform
LIRR of concerns and continued to moniter the corrective
actions proposed by LIRR. Region II staff also questioned
LIRR’s budget estimates for the Hillside-Holban Maintenance
Facility, and there was no UMTA participation in cost
overruns for this project after September 1987.

When it subsequently became evident that LIRR’s proposed
actions were either not implemented or inadequate to address
the problems, UMTA issued a determination that LIRR lacked
the "technical capacity" required by Section 3(a)(2)(A)(i)
and Section 9(e)(3)(A) of the UMT Act to carry out UMTA-
funded projects. This determinaticn precluded LIRR from the
receipt of all capital assistance from UMTA. Only in

April 1951, after LIRR's development and aggressive
implementation of the required management reforms and other
corrective actions, was UMTA able to rescind its earlier
determination.

School Bus Regulation Enforced

Upon receipt of information in 1987 confirming the reported
violations, UMTA obtained a corrective action plan from NYCTA
which was determined by UMTA and the OIG as resolving the QIG
report items. Where the first 0IG follow-up review in 1%90
determined that violations were continuing to occur, UMTA
accepted NYCTA management’s assurances that the operational
violations were contrary to published policy. Rather than
withhold funds as recommended by the 0IG, UMTA properly
deferred such action on NYCTA management’s assurances that
tripper service requirements would be vigorously enforced at
the operational level through use of disciplinary personnel
action. When the second fcllow-up review by the 0IG in 1991
showed continuing noncompliance, the ultimate sanction,
withholding of financial assistance to NYCTA bus operations,
was instituted.

It is UMTA’s policy to work with state and local governments
with whom it has continuing relationships to bring about
necessary corrections to operational deficiencies through
measured application of available enforcement tools,
reserving for only the most serious or intractable problems
the ultimate sanction of withhclding of Federal financial
assistance. UMTA’s policy is premised upon the basic legal
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See comment 7.

See comment 8

See comment 9.

See comment 10.

doctrine that state and local officials act in good faith in
the exercise of their official duties and in attempting to
comply with applicable law and regulation (see U.S. vs.
Chemical Foundation, 272 U.S. 1, 14 (1926)). UMTA’s measured
respenses to the two examples cited in the GAO report were
appropriate and timely given the continuing nature of the
grantee/grantor relationships involved.

Use of State and Local Audit Findings in UMTA Oversight

The Department agrees that all available sources of audit
information should be employed to enhance regional oversight or
to identify grantee management deficiencies or misspent funds.
The Department does not believe that direct coordination between
UMTA staff and the myriad state and local audit entities is an
efficient or effective means of gathering and assimilating this
information. Rather, we believe that the preferred method is to
work with the DOT 01G, as the cognizant audit agency, to ensure
that UMTA is receiving adequate information from all audit
sources. UMTA relies upon the cognizant Federal audit agencies,
operating within Office of Management and Budget guidelines
implementing the Single Audit Act (Circular A-128), to be aware
of and to take into account state and local audit activities.

The GAO draft report should be revised to provide more
information regarding the Department’s view of the proper use of
state and local audit reports in UMTA’'s overall program
management and oversight activity.

Grants Close Qut

The draft GAO report reflects that as of March 1991, Region II
had 293 inactive and completed grants with uncommitted balances
totaling 5122 nillion that might have been available for other
transit needs if the grants had heen closed out. UMTA had
previously identified the need to close ocut completed and/or
inactive grants as a priority. UMTA generally agrees with the
GAO report in this area. However, the report should also reflect
the fact that since October 1987, the period covered by the GAC
report, 680 inactive and completed grants have been closed out.
UMTA will continue to give this issue maximum attention
consistent with available staff resources and other priorities.

Review of NYCTA Overhead Costs

The draft report caption "Region II Has Not Reviewed The Overhead
Rate Charged by NYCTA's Contractors” appears to confuse the
NYCTA’'s overhead cost allocation plan required under Office of
Management and Budget Circular A-87, with overhead charges by
contractors. The caption’s reference to contractors should be
deleted. UMTA agrees with GAO that greater attention must be
given to ensuring that overhead rates charged to UMTA grants are
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See comment 11,

reasonable. UMTA will request that NYCTA prepare an overhead
cost allocation plan, and will subsequently request that OIG
review this plan to ensure that it conforms to Federal
requirements. The draft report correctly reflects UMTA’s
position in this area.

Characterization of QIG Findings

In regard to the total dollar value of findings, the draft
identified $90 million as having been reported by the QIG as
wasted, misused or mismanaged funds by NYCTA since Octocber 1987.
However, GAO’'s support (Appendix III) lists QIG audit reports for
all of Region II from October 1987 through June 1991, which total
$51,283,860, rather than the $90 million referred to by GAO for
NYCTA alcne.

The draft characterizes these finding amounts as wasted, misspent
or mismanaged; however, about 98 percent of the $51 million
consists of OIG recommendations for funds which might have been
put to better use. This type of OIG recommendation regards the
0IG’s judgement as to the effectiveness of expenditures, and does
not necessarily correlate to wasted, misspent or mismanaged
funds. For example, Appendix III includes $16.5 million reported
undexr R3-UM-8-142. However, this amount does not represent
wasted, misspent or mismanaged funds, rather it represents 0IG's
estimate of potential savings under this grant from extending
UMTA’'s minimum service life requirements. The OIG audit found
that the grantee properly followed UMTA's service life criteria,
in most cases significantly exceeding UMTA's minimum service life
by several years before replacing the vehicles. The OIG used
this to recommend that UMTA consider changing its minimum service
life for such vehicles. The audit stated, "[t]o demonstrate
potential benefits of an extended replacement cycle, we
recalculated the New Jersey Transit Corporation’s planned
procurements under its fleet replacement strategy using a
15-year/750,000 mile criteria and found that UMTA could achieve a
one-time savings of about $16.5 million." This finding was used
by OIG to illustrate its position favoring extension of UMTA’s
12-year useful life policy, in no way relating to fraud, waste or
abuse by the grantee. Similarly, report R3-UM-8-029 does not
state that $22.3 million was wasted, misspent or mismanaged by
NYCTA. Rather, the report states that NYCTA is not in compliance
with UMTA‘s school bus regulations and recommends that

$22 million in Federal assistance be withdrawn. In addition, the
$10.1 million listed under R4-UM-0-030, Peak Vehicle
Requirements, represents the OIG’'s estimate of Federal
participation in replacement of vehicles, some of which were used
to an undisclosed degree for noncomplying tripper service, should
UMTA decide at scme future date to participate in such
replacement.

Page 28 GAO/RCED-92-38 UMTA Region II Grants Management



W
!
]
H

Appendix V
Comments From the Department
of Transportation

Federal Managers’ Financial Integrity Act Reporting

GAO used the Department’s prior reporting of UMTA grant
management as a material weakness under the former Departmental
reporting standards within the parameters of the Federal
Managers’ Financial Integrity Act (FMFIA) requirements as
background to the draft report. However, the report does not
relate any of the Region II reports as the basis for the
Department s FMFIA reporting. In the absence of such relevance,
the paragraph should be deleted. Wwhile there have been past
instances which fell within the reporting parameters of the FMFIA
requirements, we believe that these were the exception rather
than the rule; and that taken in perspective of UMTA’s $3 billion
per year program, UMTA’s grant management system is essentially
sound. The Department recognizes that to achieve optimal
oversight performance UMTA will require additional resources
dedicated to grant management and has identified its plan for

See comment 12. accomplishing this objective in the FMFIA reporting.

The report should more clearly recognize that, despite increased
grant management responsibilities over the nine-year period
ending in FY 90, UMTA‘s staffing resources were cut by

27 percent. The report should also clarify that the Department’s
reporting under the FMFIA indicates that the Department has
already recognized the potential for concern, and has identified
an action plan for improving the situation. Finally, the FMFIA
report to the President indicates concern based on "greater risk®
See comment 13. of problems occurring in grant management and oversight.

Pata Verification

The Department notes the continued reliance on reporting audit
results previously reported by the 0IG and other outside audit
agencies in lieu of independent audit work or testing of the work
relied upon. While the draft report provides a useful literature
search of previous OIG reports, rather than reiterating earlier
findings, we believe it would be most useful for the GAO to
provide information regarding the current status of UMTA‘s
efforts to improve grants management and oversight activities.
The report does not provide any information concerning the
ultimate disposition of the audit findings through the audit ;
resclution process. This results in an unfair and inaccurate |
portrayal of the actual situation and does not appear to be in !
keeping with GAO audit reporting standards. In many instances, s
UMTA and its recipients have voiced substantial disagreement with i
the findings of the OIG and other audit agencies relied upon by
the GAO to support its findings and recommendations. The GAO !
See comment 14. report does not reflect this position.
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See comment 15.

See comment 15

See comment 15

See comment 15,

RESPONSE TO GAO RECOMMENDATIONS

The GAO report makes the following recommendations to the UMTA
Administrator to provide more effective grants management
oversight of Region II grantees:

RECOMMENDATION: Act promptly to correct grantee noncompliance
with Federal requirements and withhold funds where appropriate.

RESPONSE: UMTA has and will continue to act promptly to enforce
Federal requirements to ensure that grantees out of compliance
come into compliance as quickly as possible. UMTA will not
hesitate to employ the full range of available remedies for these
purposes, including, where appropriate, withdrawal of Federal
financial assistance.

RECOMMENDATION: Establish milestones for closing out inactive
and completed grants in accordance with UMTA guidelines.

RESPONSE: This recommendation is consistent with existing
Departmental objectives. UMTA will move to close out inactive
and completed grants as expeditiously as possible in light of
available resources.

RECOMMENDATION: Review NYCTA overhead cost allocation plans and
rates as regquired by UMTA.

RESPONSE: This recommendation is consistent with existing
Departmental objectives. UMTA will request that NYCTA prepare an
overhead cost allocation plan, and will subsequently request that
0IG review this plan to ensure that it conforms to Federal
requirements.

RECOMMENDATION: Formalize coordination with state and local
audit organizations responsible for Region II grantees so that
the region can obtain and use their reports in its oversight
activities.

RESPONSE: The object of this recommendation is in line with
existing Departmental objectives. UMTA will request that the 0IG
ensure that necessary coordination mechanisms are in place to
ensure that the products of all relevant oversight agencies are
incorporated into the A-128, Single Audit Process, which in turn
will be used in accordance with existing practice in UMTA
oversight activities,
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Attachment
CHRONOIOGY OF UMTA/LIRR PROJECT MANAGEMENT ISSUES
SUPPORTING
DATE/EVENT I5SVE/ACTION DOQUMENT
February 13, Project Management Assasament PMO Task 3 Report
1987 Task 3 recommenda;
Report on Main
Lins Project o LIRR expedite Projact

¥anagemant davelopment of
standard proceduraes

o Managanment action reguired to
support and rascelve mathod of
implementation of Quality
Assurance Progranm

o Construction Management
Directorata duplicates
Project Managemaent
Directorats in coordination
with other functions

© Review of split
responaibllity for adequate
contrel af Foroe Account
work

©® Review and devalopment of
cest and schadule centrol
over Forca Account Work

o Revliew of Force Account
progress and cost reporting

o Contracts Administration
needs c¢lear lins of
authority

© Clear, ovarall rasponaibility
for project - fragmented
batween contractors and Force
Account = no individual
clearly in charge
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March 2, 1987
Dratt Triennial
keview

Marsh 230, 1887
Quarterly
Capital Review
Meating

July 2, 1887
Traneanittal

July 3¢, 1987 =
August 1588
Letters and
Reports

Nevember 3, 1987
Manmo

Neovenber 10,
1987 Quarterly
Capltal Review
Meeting

uMTA finds that LIRR having
difficulty managing their
capltal program P. 21}

‘Notas that LIRR should develpp

procedurss for quality
assurance

UMTA advises LIRR that:

© Quality Assurance efforts
need augmantation

o Project nmanagement procedures
need to ba developed

UMTA informs LIRR that there is
no indepandent Quality
Asgurance Pregran at LIRR

UMTA repeatadly informa LIRR of
need to evaluate and ceorrackt
dafectiva high lavel

platforma., Quality Control
Progran neads to be improved

PMO outlineas problem of "two
pystem" reporting aof costs used
by LIRR

UMTA inferzs LIRR of concerns
about daevelcopnment of Cost
astimates. $22Y Hillside
inereaga not properly
deocumented (p, )

LIPRR informs UMTA that Penn
Station projact will be delaysd
6 monthse becausa unavare of
ownership of station. Real
astate proceduras could have
avoided deley {p. 2)

Cost Raporting System doas not
reflect actual costs on Main
Linge Project {p. 5)

UMTA reliterates concern that
procadures ara delayaed by over
Qna year

Attachment

Draft Triennial
Report trangnittald to
R. Klley, MTA, by
letter from L. Braun

LIRR Intercffice
Menmo

Letter from

8., G&terman to

D. Caufiele
transmitting Spot
Reports

Letters (9) betwean
UMTA and MTA, LIRR
Spot Report #14; and
MTA Inspector
Genaral's Report

PMO Memo to UMTA

UMTA Meating YNotes
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December 22,
1987

Meeting batween
UMTA, LIRR and
MTA

February 10,
1988 Quar<tsrly
Raview Mesting

March 16, 1938
Spet Report

UMTA-LIRR conflicts addressed:

6 UMTA states that LIRR must
ocoperates with PMO in access
to filles and project

0 All Project Files must be
centralized for each projact
and completed accerding to
UNTA project managemsnt
guidelines (C5010.1A). At
this tine LIRR is not in
compliance with gquidelina

Pann Station Project Delayed 4
additional nronths dua to
digscovery that inventory of
slectrical systenms had not bsen
done (p. 3)

congern exprassed over length
¢f time it is taking LIRR %o
conplete Program Procaduras (p.
7

UMTA inferms MTA/LIRR that
Forca Account Cost and Schaedule
controls on the Main Line
Projact 4o not comply with UMTA
requirenants

© Thersa ia no intagrated
scheduling including both
contracted and force Account
Werk

o Manpowsr planning of Force
Account work is ilnascurate
and there is no formal systen
to projact accurate manpower
requirements

o Reporting of cests does not
accurately raflect actual
costs

Attachment

Latter from B.
Sterman to D.
cautield and Minutes
of Meeting

UMTA Meating Notes

Lettar from L. Braun
to R. Kiley, MTA,
transmitting MO Spc
Report #10 and #1323
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March 16, 1988
Spot Repert

March 25, 1933
Letter

April 1988 NTA
Censultant
Report

April 12, 1358
Lattar

May 26, 1588
Hanorandun

June 2, 1988
Quartcerly
Capital Review
Heating

After review of defective
concrate glak issue FMO
recommends a detalled survey of

slaps and a new load test be

carried ocut

Acknowledgement of Spot Reports
on insufficiency:

¢ Force A¢eccunt Planning
¢ Dafective precast slabs

MTA cutlines problems thay sas
in LIRR's Project Schedule and
Managewsnt at Hillsids

UHTA responds to LIRR Latter on
Spot Reports and reitarates
that reports® are accurate and
appropriate

UMTA Administrater informed
that New York State Comptroller
has complsted audit report that
is highly critical «f LIRR
Frocurament Fractlces

UMTA informs LIRR that Quality
Assurance Froceduras must be
rut in placa to bridge a gap
that now exists batween
individual inspectors and upper
ranggenent (p. 3}

UMTA raiterates concsrn that
LIRR is not complying with UMTA
rogqulations on maintaining
contract administration files
(p. 6}

UMTA stataes that two LIRR
centracts do not comply with
Fsderal Procursment ragulations
and will not ke elligible for
UMTA furding (p. 7)

UNTA statss concern about
credibility of project budgets
and schedules

Attachment

Letter from L. Braun
te R. Riley ‘ransmit-
ting Spot Report #1¢

Letter frem B, Felvar
¢o L., Braun

MTA Consultant
Raeport

Letter from L, Braun
to B. Melver

Mero from L. Braun to
A, DelliBovi,
Administratoer

UMTA Meazing Notes
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August 3, 1988
Spot Raport

September 8,
1588

Quarterly
Capital Review
Meesting

LIRR informed that thay should
davalop written procsdures for
planning and tracking of Forcs

JAccount labor

Qontral of Forca Account shauld
ba delegated to the Projsct
Manager

UMTA informe LIRR that many
ronths after projacts have basn
conpleted charges have not basen
reportad as being expended:

o Main Line project, 7 menths
since complation has 524
nillion unexpended (p.2)

¢ Port Washington Ravaerga
gignalling, 6 months since
conmpletion has almost $3
nillion unexpended (p., 4)

UMTA states that procassing of
preject charges must be
expeditad.

UNTA requasts that copies of
project procedures be gent to
TMTA for review while thay were
still in draft form. Notae:
this was tha third quarterly
neeting where reguest was made.

UMTA enphasizes the nesd to
maintain Contract
Administration files (p,.8)

Attachment

Lettsr from B,
sterman to J. Kaiser,
MTA, transmitting
Spot Report #22

UMTA Meeting Notes
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Appendix V

Comments From the Department

of Transportation
Attachment
DATE/EVENT ISSUE/ACTION DocuMENT

tecenbar 16,
1588 Quarterly
Capital Review
Meeting

Dacener 29,
1988
Latter

February 10,
1889

CPOC Report
(KTA)

UMTA states that almost 9
menths after the Mein Line
Electrificatien Project was
conpleted $20M in Force account
Labor and other charges have

atill not bean reported as

expended (p. 2)

Notes that top management was
not preaent at the firse
training session on the Quality
Assurance procedure signalling
lack of importances of this
pregram (p. 7}

UMTA relterates concern that
progran procedures are delayed
by almcat 3 years (p. 7}

UMTA gtates €hat the LIRR lacks
quality products, procursment
is out of contrel, and UMTA
has ne confidence in LIRR
budget forecasts ard schadules.

UMTA axpraesses doubt that LIRR
has technical capacity to
manage its capital pregram.

UNMTA commants on lnadequacies
of Quality Management Plans for
Penn Station and Jamaica
Projects

MTA oversight report notes
cencarn about lavel of dstail
of scope and budgat eztimates
for Jamaica and Penn station
projects

UMTA Meeting Notee

Letter from 1.
Sterman, to J.
Kaigaer, MTA

MTA Capital Program
Oversight Comnmittee

Raport
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Appendix V
Comments From the Department
of Transportation

The following are GAO’s comments on the Department of Transporta-
tion’s letter dated November 7, 1991.

GAO Comments

1. See responses to DOT’s detailed comments.

2. This section of our report illustrates the types of problems that can be
caused by inadequate grantee management and financial systems. In
contrast, DOT’s comments focus on the degree of after-the-fact detection
of such problems. Although we agree with DoOT that detection and correc-
tion of past problems are important, the point we are making is the need
for, and importance of, grantee control systems that prevent such
problems from occurring in the first place. Regarding after-the-fact
problem detection, boT stated that the several hundred audit reports
issued between 1987 and 1990 by MTA’s inspector general, LIRR's and
NYCTA’s internal audit departments, and the New York State comptroller
were key elements of UMTA’s oversight. We question the basis for Dor’s
determination that the reports are part of UMTA's oversight, particularly
since Region II has no procedures to receive and review these audit
reports and, in fact, did not receive and review them. Unless Region 11
monitors the report findings and, more importantly, the actions taken to
correct deficiencies, it cannot ensure that federal requirements are met
and funds are appropriately spent.

3. The draft acknowledged uMTA’s adherence to federalism requirements
established by Executive Order 12612 that support placing maximum
reliance on grant recipients with minimal intrusion by uMTA. Although
we believe that UMTA’s reliance on grantees would be appropriate if
grantees had demonstrably strong management control systems, this
was not the case at the grantees we examined in Region II. In addition,
contrary to DOT’s assertion that our report did not take into account
UMTA’s adherence to grant administration requirements established by
law and governmentwide directives, the report specifically examined

Region II's application of these federal grant oversight requirements and
found them to be deficient.

DOT contends that we do not understand UMTA’s and grantees’ responsi-
bilities. DOT states that grantees are responsible for ensuring that federal
funds are properly used and that umTA’s role is to provide oversight to
ensure that grantee control mechanisms are in place and working effec-
tively. The draft report recognized these responsibilities. Moreover, we
believe that UMTA and the grantees share responsibility for ensuring that
funds are properly spent. The Congress provided por with authority to
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Comments From the Department
of Transportation

compel grantee compliance by reducing or withdrawing financial assis-
tance. Therefore, it is UMTA’s responsibility to take action when federal
transit funds are wasted, misspent, or mismanaged because grantees
lack control mechanisms or their mechanisms do not work effectively.
Furthermore, DOT told us it believes that some direct UMTA involvement
in grantee oversight is critical to ensure grantee compliance.

4. We disagree. As detailed in comments 5 and 6, our report explicitly
shows that Region II's grant oversight did not provide early detection
and correction of longstanding system deficiencies at LIRR and NYCTA.,

5. DOT’s attachment notes numerous meetings, memoranda, and other
correspondence initiated by UMTA between February 1987 and February
1989 to address LIRR’s problems. The draft has been revised to include
information on these actions. However, these actions were not sufficient
to correct LIRR’s problems, and the construction project continued to
experience delays and cost increases. Thus, the actions cited in DOT’s
attachment cannot be construed as either appropriate or timely. As DOr
notes, LIRR did not make the required management reforms and take
other corrective actions until uMTa withdrew capital assistance.

6. Given the competing demands for scarce federal funds, we believe
that grantees should take corrective actions promptly and UMTA should
verify the actions taken. When NYCTA continued to operate buses exclu-
sively for students, the public’s transit needs were not met. Further-
more, the magnitude of funds involved ($88 million) would appear to
warrant efforts by Region II to verify that corrective actions had been
taken.

7. DOT states that UMTA’s responses to LIRR’s and NYCTA's prolonged non-
compliance were appropriate and timely, given the continuing nature of
the grantee/grantor relationship. We disagree. LIRR did not correct its
financial, procurement, quality control, and other management problems
despite numerous advisory letters, reports, meetings, and memoranda
from Region II about the need to do so. Also, NYCTA continued to operate
buses in violation of federal requirements from 1987 until April 1991
after twice assuring UMTA that the noncompliance would be corrected. In
both instances, federal transit funds continued to be wasted and mis-
managed. Until UMTA takes a proactive oversight stance and acts
promptly to compel grantees to correct noncompliance, it will continue
to send a message to grantees that federal requirements are not
important.
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8. During the course of our work, Region Il was not regularly making use
of state and local audit reports in its oversight activities. Dor's suggested
approach of having its 0IG serve as a focal point in obtaining informa-
tion from all audit sources has merit, provided that uMTA follows
through in obtaining such information from the 01G and using it in its
oversight activities.

9. The report has been revised to reflect this information.
10. The caption has been revised.

11. In the draft report, we stated that the 016 had identified over $90
million as wasted, misspent, or mismanaged by NYCTA and listed in
appendix III 01G reports citing total findings of $51,283,860. We had
erroneously included in the appendix the $16.5 million noted by por in
its comments. However, we had omitted from the appendix $66 million
that the 01G had recommended withholding from NYCTA in its first
follow-up of NYCTA's use of public buses exclusively to transport stu-
dents. The revised appendix 111, which lists all 0iG reports on Region 11
grantees issued between October 1987 and October 1991, totals $100.8

million, including $90.6 million attributable to NycTa and $10.2 million
attributable to other grantees.

DOT objected to our characterizing as wasted, misspent, or mismanaged
the funds that the 016 had recommended be withheld or put to better
use. We believe that funds used contrary to provisions in federal grant
legislation or in violation of UMTA’s regulations may be appropriately
described as wasted, misspent, or mismanaged.

12. poT’s identification of UMTA’s grant management oversight as a mate-
rial weakness in its last two Federal Managers’ Financial Integrity Act
reports to the President and the Congress is appropriate and relevant
background information for this report.

13. The report has been revised to include information on UMTA’s staff
reductions.

14. It was not our objective to verify audit findings reported by the ol
or state and local agencies. Rather, we used this information to identify
weaknesses in grantees’ internal controls and Region II's oversight. Qur
work focused on actions taken by Region II to resolve the audit findings
and ensure grantees’ compliance and corrective actions. The draft report
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included the disposition or status (if ongoing) of audit resolution for the
0IG reports discussed.

15. Our response is provided in the “Agency Comments and Our Evalua-
tion” section at the end of the letter.
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Major Contributors to This Report

John H. Anderson, Jr., Associate Director

Resourcqs, Mary Ann Kruslicky, Assistant Director
Commumty, and J. Erin Bozik, Assignment Manager
Economic Thomas E. COlliS, Adviser
Development Division,
Washington, D.C.

: William C. Petersen, Evaluator-In-Charge
NEV-V York Reglonal Michael C. Zola, Site Senior
Office Lucine R. Moore, Staff Evaluator
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